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KEY ECONCMIC INDICATORS 
(All values in millions US $$ unless otherwise stated 1/) 


Est, Growth Rate 
1974 1975 1976 1975 1976 
INCOME AND PRODUCTION A B C D E 
GNP at current prices (CBI) 2/ 44342 50330" 58890 13.5 17.0 
GNP at constant (1974) prices (CBI) 2/ 44342 47230" 52660" 6.5 11.5 
Per cap. GNP, current prices in $$ (CBI) ¥ 1344 1480" 1680" 10.1 
Investment as % of GNP, curr. prices (CBI) 2/ 18.8  30.8* n/a 
Indices (1969 = 100) (CBI qtrly avg) 
Industrial: production (annual basis) 202.4 235.9 n/a 16.6 
Industrial wages (annual basis) 272.2 378.5 n/a 39.1 
Oil production in mill. bbls (NIOC ann. basis) 2198 1953 2010" -11.1 
Wheat production in thous. MT (annual basis)* 3700 4900 4700 32.4 


MONEY AND PRICES 
Money supply (CBI monthly avg) 3/ 4/ 3240 5003 5799 54.4 
Public debt outstanding 


Domestic, net to banking system 
(CBI monthly avg) 3/ -519 -696 95 
External, totel* 2/ 2481 n/a 
Max, effective bank rates (4/76) 
CBI discount 9 8 8 
Import financing 11 11 iu 
Other short-term 13 » 13 
Indices (1969 = 100 
Consumer prices (CBI monthly avg) 5/ 140.3 158.5 163.1 
Wholesale prices (CBI monthly avg) 5/ 149.2 158.0 162.0 
BALANCE OF PAYMENTS AND TRADE 
Net gold and for.exch. reserves (CBI) 
end of period 3/ 7154.5 6760.2 6641.2 
Basic b/p (CBI) end of period 2/ 4919.4 -700.0% n/a 
Oil exports revenue (CBI annual basis) 16799 18747 20250" 11.6 8.0 
Non-oil exports incl. gas, FOB (MEAF) 763 705 750" -7.6 6.4 
U.S. share (%) 7.6 5.5 n/a 
Non-military imports, CIF (MEAF customs basis) 5547 10304 13910" 85.8 35.0 
U.S. share (%) 17.8 19.8 n/a 
Main imports from U.S. 1975: 
Cerals 457.0; machinery and parts 395.0; vehicles other than railway 344.5; iron 
and steel products 195.3; vegetable and animal oil 166.4; electric machinery and 
parts 91.4; chem. fertilizers 77.9; pharmaceuticals 27.9; misc. chem. products 25.6. 


17 Ris. 67.50 = $1.00 for 1974, Ris. 68.00 for 1975 and 1976. GNP at constant prices 
at 76.24 rials; trade figures for 1976 at 70.00 rials. 

2/ Data for or as of end, Iranian year 2533 (March 20, 1975) for Col. A; 2534 (March 
20, 1976) for Col. B; estimates in Col. C are for 2535 (ending March 20, 1977). 

3/ First two months for 1976. 


4/ Currency in circulation plus demand deposits. 

5/ First quarter 1976 for Col. C. 

* Embassy estimates 

Sources: CBI = Central Bank of Iran; MEAF = Ministry of Economic Affairs and Finance; 
NIOC = National Iranian Oil Company. 
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SUMMARY 


Iran's recent economic performance must be considered in the context of 
its explosive surges in the 1973-74 period based on a four-fold increase 
in oil revenues. Thus, a slowdown in real growth rates of 34 and 42 per- 
cent in the last two years to an estimated 6.5 percent in year 2534 A 

is a function chiefly of the oi] sector, whose production is estimated 

to have decreased by 11 percent in real terms. While the role of the oil 
sector remains dominant, Iran's development is more fairly measured in 
the non-oil sectors, which experienced an estimated real growth of 16-18 
percent. Both consumer and investment expenditures were strong and will 
support a good overall level of economic activity this year. Despite 
modest performance by the oil sector, real growth should reach 11.5 per- 
cent. Although oil revenues will remain fairly static, the government 
has decided to maintain development momentum with a capital budget increase 
of 34 percent. This ushers in the new phenomena of a deficit budget and 
official external borrowings of some $2 billion this year. A combination 
of the government's vigorous, comprehensive price controls and lessened 
inflation in developed countries enabled Iran to moderate inflation in 
2534. External accounts again posted large increases in 2534 imports, 
but with almost static receipts the current account surplus dropped from 
2533's $8.2 billion to $2.1 billion and the basic balance of payments 

was in deficit some $700 million compared with a $4.9 billion surplus the 
previous year. External borrowing, slower import growth and a 40 percent 
reduction in foreign assistance form the key elements of this year's 
balance of payments equilibrium program. Non-military imports from the 
US reached $2043 million in 1975 and the US assumed first place as Iran's 
supplier with almost 20 percent of the market. With import growth still 
high, prospects for maintaining this position are good. But US suppliers 
and investors must accept the new environment, which is more competitive 
and often requires doing business on self-arranged financing. 


A. CURRENT ECONOMIC SITUATION AND TRENDS 


Macroeconomic Situation 


The Iranian economy appears to be returning to the pre-1974 growth rates 
of 8-12 percent after digesting two successive years of greatly augmented 
profits from oil exports and resultant GNP surges. The Government seeks 
improved balance in the economy and greater financial discipline. 
Estimates of economic performance in 2534 suggest a greater slowdown than 
anticipated six months ago. Preliminary data reveal that a five percent 
decrease in the value of the oil sector's production in 2534, down 11 
percent in constant 2533 prices, resulted from last year's soft demand. 


A/ Year ended March 20, 1976, under the new Iranian Monarchic Calendar, 
formerly 1354. Current year 2535 ends March 20, 1977. 
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Thus, despite strong growth in industry (estimated at 21 percent) and 
services (23 percent) the oi] sector and agriculture slowed overall 
economic growth to an estimated 6.5 percent in constant 2533 prices, 
i.e., to a GNP of $47.2 billion, or $1480 per capita at market prices. 
Although expenditures were up 25 percent, the rate of growth was half 
that of 2533. Investment expenditures provided the strongest economic 
thrust, besting 2533's 54 percent growth with an estimated 65 percent 
increase and accounting for 31 percent of the GNP. The 11.5 percent 
real growth estimate for year 2535 is premised roughly on five percent 
growth for the oil and agricultural sectors and 18 percent for industry 
and services, a rough 50-50 accounting of the economy. Even the rela- 
tively low level of growth in 2534 was achieved by a $1.5 billion draw- 
down of domestic and foreign assets, while infusions this year include a 
minimum $2-3 billion in public and private foreign borrowings in addition 
to increased domestic debt. The GNP deflator for 2534 is estimated at 

7 percent but would be nearer the 10 percent increase in the Consumer 
Price Index excluding the oi] sector. Foreign exchange controls were 
lifted in January 1974 and with them went the basis for classifying non- 
merchandise private capital flows. The significance of this is seen in 
the magnitude of the basket "services" item in the balance of payments 
current account, initially put at $4.3 billion. It is assumed that a 
large portion, perhaps over half, of this is net transfers and capital 
movements not related to service payments and thus should not be treated 
as a "leakage" on the GNP calculation. Refinement of this could raise 
last year's growth estimate. 


Fiscal Developments 


The Government of Iran responded to the estimated $2.8 billion oi] revenue 
shortfall in its 2534 budget by improving its collection of taxes and 
achieving an estimated 10 percent ($1.5 bn) saving in its current account. 
The capital (development) budget reportedly was met or slightly exceeded, 
and the general budget's deficit was probably minimal, helped by deferral 
of some capital account obligations. The large expenditure increases of 
recent years (e.g., 142 percent in 2533) virtually destroyed fiscal dis- 
cipline and caused a high degree of waste and inefficiency. The fall in 
oil revenue thus may be seen as a short-term blessing, forcing as it did 

a reinstitution of fiscal discipline and reordering of priorities as well 
as providing a stimulus for better tax administration. Tax revenues 
increased an estimated 71 percent in 2534, 25 percent above the budget's 
estimated, and will account for 16 percent of estimated revenues in 2535. 
Tax. reform is promised this year. The 2535 General Expenditure Budget, 

at $29.7 billion, envisages a 14 percent increase in the current account 
over the original 2534 budget figure and foresees foreign borrowings of 
$1.55 billion and a deficit of $2.1 billion which authorities hope wil] 

be eliminated by higher than budgeted 01] revenues and operational savings. 
The capital budget is expansionary, up 34 percent at $10.1 billion. Half 
of the general expenditure budget is destined for social/economic programs. 
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Food subsidies of over $1 billion add to the distributive thrust of the 
fiscal policy. Defense expenditures account for 29 percent of the general 
budget, up 8 percent. Foreign assistance is allotted $1.5 billion, down 
40 percent, but said to be adequate to meet commitments flowing from 
Iran's $12 billion assistance undertakings. 


Foreign Trade and Balance of Payments 


Data for 2534 are particularly tentative in Iran's external accounts, but 
all substantiate a continued surge of last year's imports. On a customs 
basis, non-military imports increased by 86 percent in 1975 to $10.3 bil- 
lion, about $14 billion including military imports. For year 2534, the 
preliminary, customs-basis non-military imports figure is $12.4 billion, 
up 87 percent. Efforts at clearing up the backlog of imports at the port 
have accelerated imports and this is taken into account in the 35 percent 
estimated growth for this year, which should pring non-military imports 
to $13.9 billion, or about $18 billion total. On a payments basis, and 
reflecting the cash to credit swing, imports are projected to increase 
about 22 percent this year, from an estimated imports bill of $15.3 bil- 
lion in 2534 (up 48 percent) to $18.6 billion. Import duties and taxes 
were recently reduced on some goods, but import and foreign exchange 
policies otherwise are unchanged. Although Iran received 13 monthly pay- 
ments from the oi] consortium in 2534, compared with 11 in 2533, oi] 
revenue at $19.1 billion was up only 2.2 percent. Gas export revenue 
increased 54 percent but other merchandise exports fell slightly, a 
development explained principally by lively domestic demand. Oi] revenues 
are projected to increase at least 8 percent in 1976 to $20.25 billion. 
The problem of the "services" payment aside, the 2534 current account 
surplus is estimated at $2 billion, which compares with $8.2 billion in 
2533. With a capital account deficit of about $2.6 billion (subject to 
reclassification of current account flows) and losses due to currency 
fluctuations, the overall deficit for 2534 is estimated at about $700 
million, with a $1.2 billion drawdown in foreign exchange. This year's 
current account should be essentially in balance with the deficit in the 
capital account financed by long-term borrowings. Reportedly, the 
Central Bank's objective is to maintain net foreign assets at the present 
$7 billion level. 


Monetary Policy and Banking 


Monetary discipline, elusive in the explosive growth of recent years, 
is a more realistic goal this year. Both credit expansion and money 
supply growth peaked mid-1975, then accelerated later in the year to 
real annual rates similar to the previous year's. Growth in the money 
supply (M]) was 47 percent for the eleven months ending February 19, 
1976, and credit expansion in the same period was 54 percent, higher 
than 2533's 43 percent expansion. The credit expansion limit for this 
year is 25 percent on commercial banks with some restrictions applying 
to specialized banks. Commercial bank rates are unchanged but the Cur- 
rency and Credit Council recently approved an increase from 8 to 9 
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percent for interest charged by the development banks, which with a 

1 percent commission should shift some import financing demand externally. 
The rial to dollar relationship was unchanged at 69.15 (buying) from 
September 25 to March 6, but was devalued ten times by May 23 to 70.25 

to the dollar, a devaluation of 5.3 percent since July 22, 1975. Two 

new mixed investment banks (industry/agriculture and housing) are being 
formed and a Credit Information Center, affiliated with Dunn and Brad- 
street, recently opened. Formation of new commercial banks continues to 
be discouraged and the Central Bank is selective in approving foreign 
representative bank offices. 


Inflation and Price Policy 


The Government succeeded in moderating inflation in 2534 more by its 
price control program than by monetary and demand management policies. 
Year 2534 began with the consumer price index (CPI) having increased 
18.4 percent the previous year and with inflation growth at a 20-25 per- 
cent rate in the early months. While some of this was imported, it was 
acknowledged that excessive demand was bidding up prices of domestic 
goods. An environment for profiteering clearly was in evidence. The 
mid-1975 roll-back of prices for some 16,000 items to their January 1974 
level produced, in addition to a business chill, a temporary decline in 
the CPI and an average increase of 13 and 10 percent for 1975 and 2534 
respectively. The non-military import price index increased 14 percent 
in 2534 and the wholesale price index (WPI) average increased 3.9 percent. 
The price control program is in transition, trying to move from rigid 
rules to flexible guidelines which provide incentives to production and 
minimize distortion of supply. Currently, however, domestically produced 
goods continue to be allowed a maximum return of 20 percent on capital 
and reserves and imports a 15 percent mark-up over landed cost. Excep- 
tions, when justified, for example, by pre-import and warranty costs, 

can be obtained. The control list now focuses on 300-400 basic commodi- 
ties, in the main leaving luxury goods and services alone. Despite 
moderating world inflation, this relative relaxation of the 1975 vigorous 
price controls and continued monetary expansion should produce consumer 
price increases in the 10-15 percent range this year. The expatriate's 
cost of living, apart from highly variable housing costs, should rise at 
least 15 percent. 


Economic Policies 


The three new economic policies reported six months ago -- industrial 
equity divestiture, sector ceilings for foreign investment and anti- 
profiteering price controls -- remain in effect and continue to affect 
the business climate adversely, albeit less so than anticipated. The 
share participation program, by which industrial firms of defined size 
and age must divest themselves of 49 percent of share capital to workers 
and the public, is operating better than expected. Of the 320 to 350 
firms scheduled to sell 49 percent by October 1978, 90 sold 20 percent 
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of equity in 2534. Objections to the program included concern over the 
government's determination of share value, yet relative to face value 
over half of the participants' shares were valued more than 50 percent 
higher and only five below. Some firms have increased their capital to 
sell the 20 percent to avoid disturbing present ownership. Some invest- 
ment plans were postponed because of this policy, but the negative 
business effect is less than many anticipated. The equity ceilings on 
foreign participation in joint ventures range from 15 to 25 percent, 
with 35 percent maximum under high technology exceptions. Some proposed 
foreign investments are in abeyance because of this policy but the 
government does not view the negative effects, if any, as significant. 
Inward foreign direct investment has been modest, but the data may be 
incomplete. A new policy of unit or base pricing was announced by the 
Plan and Budget Organization May 12 to apply to g-ods and services pur- 
chased by the government. The policy embraces costs of labor skills as 
well as piece work and basic materials and makes allowance for regional 
variations. Details are not yet available. 


Problems and Prospects 


Iran chose to maximize the infusion of its oi] wealth rather than keep a 
larger portion of it offshore. The resultant boom situation produced the 
expected structural distortions, waste and inflation, but it also force-fed 
a society and economy into the path of industrialization and development. 
The large oi] revenue increases are historic and Iran now faces the reality 
of rather static foreign exchange earnings in the medium term and the need 
for some demand management. Yet it also faces the classical development 
dilemma in which increased income distribution increases effective demand/ 


consumption, which in turn stimulates imports and balance of payments 
deficits. Iran's creditworthiness is good and it can borrow heavily to 
maintain development momentum for the medium term. The longer range 
solutions will no doubt be central to the government's current prepara- 
tion of its Sixth Development Plan. 


In a real sense Iran does not yet face financial constraints in its 
development program: it merely appears so because of the insatiable 
appetites of bureaucracies and mismanagement of resources. Infrastruc- 
ture and manpower bottlenecks are real and will continue to hamper 
economic progress. The Government is seeking this year to control the 
heretofore spiralling wage costs, evidenced by no general public sector 
wage increases and the fixing of unit prices for basic work operations 

in all government contracts. Road construction and port improvements are 
lagging behind the Five Year Plan schedule. Imports by sea face three 
bottlenecks: unloading, port/customs clearance and onward transportation. 
Surcharges no longer apply to conference ships which enjoy priority berth- 
ing, but others still face waits of up to 100 or more days. Customs 
clearance has improved with two to three shifts, but some two to three 
million tons of goods are delayed at the ports waiting onward transporta- 
tion. Overland importation has improved since the bottleneck at the Turkey/ 
Iran border was removed, but new Turkish road taxes have raised the costs. 
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B. IMPLICATIONS FOR THE UNITED STATES 


The potential for substantial US business in Iran continues despite the 
lower level of economic activity. The retrenchment of development 
projects last year has loosened a bit, but conditions have changed. 

The awarded contract now is likely to be conditioned on the contractors 
arranging external financing. The days of large prepayments, liberal 
attitudes on overruns and even escalator clauses appear to be over. 

The 34 percent increase in the development budget includes no new sub- 
stantial projects, but the $10 billion provision supports a wide-ranging 
number of on-going projects, many of which are subcontracting for services 
and supplies. Particularly dynamic sectors include roads, ports, hos- 
pitals, railroads, communications and petrochemicals. Supervisory 
services are in demand in all areas of construction. Demand for agricul- 
tural products and services is strong. Details are available in Embassy 
reports through the Department of Commerce or by writing and visiting 

the Embassy's Economic/Commercial Section. 


Iranian customs data show non-military imports from the US in 1975 at 
$2043 million, up 107 percent over 1974, putting the US in top position 
as supplier, with 20 percent of the market. The presence in Iran of many 
US companies, many more with representatives, and continued high regard 
for US technology and goods should keep the US number one supplier. 
Import growth is moderating, but the estimated 35 percent increase this 
year offers many opportunities to those willing to develop and cater to 
the market. But profit margins are probably less and many exporters to 
Iran must successfully compete in export financing. 


US companies will continue to face the infrastructure problems, especially 
transport and manpower, mentioned previously. Additionally, the price 
control program is still evolving and presents uncertainties. Would-be 
investors in industry must be willing to accept the equity participation 
ceilings and the worker-share participation program. Frustrations in 
doing business were heretofore rewarded financially, but many contractors 
(domestic as well as foreign) have experienced delinquent payments from 
the public sector in the last year as well as difficulties in enforcing 
escalator clauses. This appears to have been caused by the budget squeeze 
of 2534 and should thus be a temporary phenomenon. 


The United States-Iran Joint Commission sponsored the inaugural Joint 
Business Council meeting at Tehran in March. This and the Joint Finan- 
cial Conference were good fora for sharing mutual concerns and identifying 
solutions. The US should maintain and build on its primary position in 
the Iranian market, but the environment is most agreeable only for those 
who are serious, competitive and patient. 
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